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The Annual Meeting of shareholders will be held at the Four 
Seasons Hotel, 21 Avenue Road, Toronto, Ontario, at 11:00 o'clock 
in the forenoon, on Wednesday, July 17, 1985. 


Ce rapport peut étre obtenu en francais Sur demande. 
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CONSOLIDATED HIGHLIGHTS 
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% Increase 


1985 1984 (decrease) 
Year Ended March 31 ($000) 
LASS Cantey ee ee a $1,472,899 $1,490,706 le) 
Ed Nel embers is lc tmcn Acatls aie sig aes ee 24,292 45,859 (47.0) 
DIVIDENDS PAID: 

PRERE Re EL OFARIEG swe aan. see 1,760 1,798 (2.1) 
COMMON SIAR ES eevee ncaa 8,817 even — 
Cer Amex PENDILURESs: sane eee 135,026 62,1103 64.5 
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Seine ODay OlUMN nae aa tae oe 212.514 259,629 50 
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ROTHMANS OF PALL MALL CANADA LIMITED 


CORPORATE PROFILE 


Rothmans of Pall Mall Canada and its 
subsidiary companies are engaged in the 
production and sale of tobacco products, beer, 
wine, oil and natural gas. 


The following are brief outlines of the principal 
companies in the Rothmans Canada group: 


ROTHMANS OF PALL MALL 
CANADA LIMITED 


The Company was incorporated in May 1956 


and is Canada’s second largest manufacturer 
and distributor of cigarettes. It also produces 
and sells fine cut tobacco and sells pipe and 
chewing tobacco, cigars and a number of 
other related products. Manufacturing 
operations commenced in October 1957 and 
are now Carried out at plants in Toronto and 
Quebec City, 


Principal cigarette trade marks are Rothmans, 
Craven ‘A’, Number 7, Sportsman, Dunhill and 
Peter Stuyvesant. 


CARLING O’KEEFE LIMITED 


Carling O'Keefe was incorporated in the 
province of Ontario in 1930 and a majority 
interest (50.1%) was acquired by Rothmans in 
1968 and 1969. Operations of Carling O'Keefe 
are carried out principally through four 
wholly-owned subsidiaries: 


Carling O’Keefe Breweries of Canada 
Limited operates seven breweries in Canada. 
Principal brands owned by the company are 
O'Keefe, Old Vienna, O’Keefe’s Extra Old 
Stock and Carling Black Label. Major brands 
brewed under licence are Carlsberg, 
Carlsberg Light, Miller High Life and Miller 
Lite. Exports of Old Vienna, O'Keefe and Cinci 
to the United States are distributed through an 
affiliated company. The company also owns 
hockey and football franchises, principally Le 
Club de Hockey Les Nordiques of the National 
Hockey League and the Argonaut Football 
Club of the Canadian Football League. 


Jordan & Ste-Michelle Cellars Ltd. operates 
three wineries in Canada and sells under the 
trading styles of Jordan and Ste-Michelle. 
Principal brands are Maria Christina, Toscano, 
Spumante Bambino, Interlude and 
Falkenberg, as well as Growers Cider. 


Star Oil & Gas Ltd. is engaged in the 
exploration for and the development and 
production of oil and gas, primarily in the 
provinces of Alberta and Saskatchewan. 


Beamish & Crawford plc operates a brewery in 
Cork, Republic of Ireland. Principal brands are 
Carling Black Label, Carlsberg and Bass. 


ROTHMANS OF PALL MALL CANADA LIMITED 


HEAD OFFICE — 1500 Don Mills Road, Don Mills, Ontario M3B 3L1 
AUDITORS — Price Waterhouse 
BANKERS — Bank of Montreal 
REGISTRAR AND 
TRANSFER AGENT — _ The Royal Trust Company 
SOLICITORS — Smith, Lyons, Torrance, Stevenson & Mayer 
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REPORT TO SHAREHOLDERS 


JOHN H. DEVLIN 
CHAIRMAN OF THE BOARD 


ROBERT H. HAWKES, aQ.c. 
PRESIDENT AND CHIEF EXECUTIVE OFFICER 


CONSOLIDATED PERFORMANCE 
After a number of years of growth, consolidated 


earnings declined to $24,292,000 or $4.09 per 
Common share, from last year’s record earnings 
of $45,859,000 or $8.00 per share. Both the 
Company and its majority-owned subsidiary, 
Carling O'Keefe Limited, reported lower earnings 
in 1985, with the most significant decline 
occurring in Carling O’Keefe’s Canadian brewing 
operations. 


Earnings from the Company's tobacco 
operations amounted to $17,434,000 compared 
to $19,647,000 in 1984. The Company's share of 
Carling O'Keefe earnings was $6,858,000, versus 
$26,212,000 in the previous year. 


Consolidated sales decreased by 1.2 percent to 
$1,472,899,000 in 1985. The lower amount 
reflected volume declines in all major product 
categories, partially offset by selling price 
increases. 


Consolidated short term indebtedness at March 
31, 1985 amounted to $51,878,000, compared to 
$18,111,000 a year earlier, primarily as a result of 
increased leaf tobacco and finished goods 
inventories in tobacco operations. 


Dividends paid on Common shares of the 
Company remained unchanged at $1.60 per 
share. Rothmans has paid dividends without 
interruption since September 1974. 


During the fourth quarter of the fiscal year, a 
consolidated loss of $782,000 or 22 cents per 
Common share was incurred, compared to 
earnings of $4,531,000 or 75 cents per share for 
the three months ended March 31, 1984. 
Tobacco operations recorded earnings of 
$1,061,000 versus $2,287,000 last year, while the 
Company's share of a Carling O'Keefe loss was 
$1,843,000, compared to earnings of $2,244,000 
in 1984. 


ROTHMANS TOBACCO OPERATIONS 


The lower earnings reflected a further decline in 


cigarette sales and, in addition, lower volumes 
for fine Cut tobacco for the roll-your-own market. 
Furthermore, the Company made a provision of 
$3 million (approximately $1.7 million after 
income taxes) for estimated costs of 
rationalization of production facilities. Sales of the 
Company's cigarette brands were down by 

5.3 percent from 1984. Total industry sales were 
Oi Oy ZalpoerToenh 


Industry cigarette sales have now declined for 
three consecutive years, primarily because of the 
large number of tax-induced price increases 
during that period. The industry was again 
negatively impacted when the Federal Minister of 
Finance announced, in his budget of May 23, 
1985, that the government had introduced an 
immediate tax increase of $2.00 per carton of 
200 cigarettes, an increase of 44 percent in 
federal taxes. Furthermore, the federal sales tax 
rate will increase from 18% to 14% on January 1, 
1986. 
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Representations have been made to provincial 
finance ministers and there were for the most part 
fewer and smaller adjustments in the past year in 
provincial tobacco taxes. The exception was the 
province of Quebec which increased its tobacco 
taxes by almost 45% during the last twelve 
months. 


The 100 millimeter market, which for a number of 
years has been stable, showed growth. The 
Company introduced Rothmans Special Mild, 
Special Mild Menthol and Extra Light, and 
Craven °A’ Ultra Light in this growing segment of 
the market. Since their successful introduction in 
Ontario, the three Rothmans brands have been 
extended to major urban markets in western 
Canada. Craven Ultra Light 100’s was introduced 
in British Columbia and has added to the 
growing acceptance of the other Craven 100’s. 
The regular length market, where the Company 
has limited representation, was also attacked. 
Sportsman Natural Light was initially launched in 
the Maritimes and was later extended to Quebec 
province, Number 7, which has had a strong 
franchise in its king size version In western 
Canada, was supplemented with regular length 
Virginia and menthol versions. 


Significant efforts are continuing to reverse the 
market share decline which the Company has 
experienced. We are confident these problems 
will be overcome. 


Ontario remains the Canadian tobacco industry's 
main source of flue-cured tobacco. The 1984 
crop, which was sold at auctions during the 
period October 1984 to February 1985, totalled 
170 million pounds with an overall average 
selling orice of $1.69 per pound. The quality of 
the crop was better than average. For the current 
year, no agreement between the industry and the 
growers’ marketing board has yet been reached. 
The Company’s inventories of leaf tobacco have 
increased beyond our current requirements as a 
result of past agreements with the marketing 
board. The Company can no longer enter into 
arrangements which would have the effect of 
perpetuating such excess inventories. 


During the year, labour contracts at both plants 
expired—on December 20, 1984 at Toronto and 
on March 19, 1985 at Quebec City. A new 
two-year agreement for the Quebec plant has 


been ratified and negotiations are continuing 
with the Toronto plant union, 


Capital expenditures in 1985 totalled 

$10.6 million, compared to $8.3 million last year. 
The majority of the expenditures were for 
machinery, equipment and building renovations 
at the two plant locations in Quebec City and 
Toronto. Particular emphasis in the past few years 
has been on upgrading facilities at the older 
Quebec City plant, with significant improvements 
being made not only to the building itself, but 
also in leaf handling and processing equipment 
ana in making and packing machinery, 


CARLING O’KEEFE OPERATIONS 


After six years of improving results, Carling 
O'Keefe Limited reported significantly lower 
earnings and reduced sales revenue. The 
continuation of the major capital investment 
program in the Canadian brewing operations 
resulted in a substantial increase In capital 
expenditures, some of which was financed by 
$62 million borrowed under floating rate 
revolving credit arrangements with the 
company’s bankers. 


It was a particularly difficult year for Carling 
O'Keefe Breweries of Canada Limited, with a 
sales volume decline of 11 percent and 
significantly lower earnings being reported. Lack 
of growth in the Canadian beer market and the 
company’s success in 1984 resulted ina 
significant increase in the level of industry 
competition, which took the form of new brands, 
new packaging and an increase in the cost of 
marketing, particularly in sports related activities. 
As aresult, operating and marketing costs 
increased. In addition, for much of the year the 
company was unable to fully supply the market 
because the expansion and renewal of 
production facilities was not complete. During 
the year, it became evident that the Canadian 
consumer preferred distinctive bottles and that 
the industry compact bottle was no longer 
acceptable to the majority of consumers. 
Accordingly, a decision was taken that the 
compact bottle being used by the company 
would have to be replaced. A provision of 

$20.6 million ($11.7 million after tax) was 
therefore made for the resulting bottle write-off. 


A further negative factor was that operations in 
the province of Ontario were shut down for 
approximately four weeks in March as a result of 
an industry labour dispute. 
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The company’s two professional sports 
franchises had satisfactory years. The Toronto 
Argonauts of the Canadian Football League 
finished first in their division but were defeated In 
a sudden death playoff game for the division title. 
The Quebec Nordiques finished seventh in the 
overall National Hockey League standings and 
reached the semi-finals of the Stanley Cup 
playoffs. Both franchises reported improved 
financial results and continued to make a positive 
contribution to the company’s marketing efforts. 


Beamish & Crawford plc, the Irish brewing 
Subsidiary, had an excellent year and reported 
increased market share, sales volume, sales 
revenue and earnings. 


Jordan & Ste-Michelle Cellars Ltd. had another 
difficult year and reported lower sales volume, 
sales revenue and earnings. Sales of Canadian 
produced wines declined for the second year In 
arow as a result of continued intense 
competition from imported wines. During the 
year, Jordan & Ste-Michelle took steps to defend 
its position in the table wine segment by 
launching new brands and remaining price 
competitive. Increased emphasis was also 
placed on the refreshment beverage category. 


Star Oil & Gas Ltd. continued to concentrate its 
efforts in Canada, where improvements in 
government regulations and incentives provided 
the basis for better operating results. The 
company reported increased production of oll 
and natural gas and increased sales revenue and 
earnings. An agreement reached in March 1985 
between the federal government and the 
governments of the provinces of British 
Columbia, Alberta and Saskatchewan will 
deregulate crude oil pricing in Canada and will 
eliminate the more onerous aspects of the 
National Energy Program. It is believed that 
these changes will prove to be beneficial to the 
oil and gas industry in Canada. 


GENERAL 


During the year, there were a number of changes 
in the Board of Directors of the Company. Joining 
the board were four new members—Sir Robert 
Crichton-Brown, K.C.M.G., C.B.E., T.D., Chairman, 
and Vernon A. Brink, Chief Executive, of 
Rothmans International p.!.c., the parent 
company of Rothmans Canada; S. Roderick 
McInnes, C.A., Chairman, President and Chief 
Executive Officer of the Company's subsidiary, 
Carling O'Keefe Limited; The Honourable 
William M. Kelly, amember of the Senate of 
Canada. Departing from the board was Sir David 
Nicolson, who had been a director of the 
Company since 1978. At the same time, Sir David 
also retired as Chairman and a director of 
Rothmans International p.|.c. Also retiring from 
the board was Donald R. Sobey, who felt he 
could not stand for re-election because of the 
pressure of many other business commitments. 
All of the Directors join in thanking Sir David and 
Mr. Sobey for their valuable contribution to the 
Company for the many years they served on the 
board. 


On behalf of all directors, we would once again 
like to express Our appreciation to our 
employees, shareholders, customers and 
suppliers. 


Wu dal. 


John H. Devlin 
Chairman of the Board 
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Robert H. Hawkes, Q.C. 
President and Chief 
Executive Officer 


May 23, 1985 


ROTHMANS OF PALL MALL CANADA LIMITED 
REVIEW OF TOBACCO OPERATIONS 
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($000) 1985 1984 1983 1982 1981 
SALES— 
ICES Saree a eer $534,548 $519,609 $494,127 $469,858 $446,911 
Domestic and imported tobacco .. . 18,923 19,196 io oce) ase) 10/973 
CCI 2S a se ee 2,391 CMe 2,104 2,454 ersis 
PW OUREE ONOGUCIS. «os nea ce ve es 2,481 17288 Ae 564 1,296 
$558,343 $542,240 $512,213 $485,406 $461,491 
EARNINGS— 
Delle meres ana income taxes,  $ 28,6569 $ 32574 $ 38/270) S 41,404 S$ 40/812 
Be eee eda Coe ae) oe au $ 26,552 $ 30,002 $ 32,994 $ 36,186 $ 35,891 
PO MUe sy ooliMmmare rats cUe-5. org yaa $17,434 0 19,647 25.21,026 eee ca 3 21739) 
CAPITALEXPENDITURES ....... $ 10;569 $ 8308 5 7916 SG 5492 4 87622 
ASooloicMPLOY ED aw manne $263,276 $226,259 $226,190 $223,858 $186,454 
For the year ended March 31, 1985, earnings 1985—to 9.7% from 12.3% in the previous 
from tobacco operations amounted to year. Comparable figures for the preceding 
$17.4 million, a decline of $2.2 million or three years were 13.3% in 1983, 15.8% in 1982 
11.3 percent from 1984. The major and 16.6% in 1981. 
unfavourable factors were lower unit Sales of Earnings for the last three months of the 1985 
cigarettes and domestic tobacco and fiscal year were $1.1 million compared to 
generally higher costs. Selling price increases $2.3 million in the same quarter last year. A 
and slightly lower interest costs were partial major factor in the lower earnings was a 
offsetting factors. provision of $3 million ($1.7 million after tax) for 
With the lower earnings, the rate of return on the estimated costs of rationalization of 
average total capital employed declined in manufacturing facilities. 
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Statements of earnings, financial position and 
changes in financial position of tobacco 
operations can be found on pages 12 and 13. 
The following commentary reviews 1985 results 
versus those of the preceding year. 


SALES 


Sales revenue for the Company amounted to 
$558.3 million. This reoresented an increase of 
$16.1 million or 3 percent over 1984, with 
cigarette sales accounting for most of the gain. 
Higher revenue was also realized from sales of 
imported tobacco, Cigars and cigarette tubes. 


Sales of the Company's cigarettes generated 
revenue of $534.5 million in 1985, a gain of 
$14.9 million or 2.9 percent. The improvement 
was attributable to selling price increases. 
During the year, cigarette selling prices were 
raised in April and July 1984 and in January 
1985 to cover higher operating costs, In 
september 1984 as a result of the automatic 
annual indexing of federal taxes, and in 
October 1984 due to an increase in the rate of 
federal sales tax. The Company's unit cigarette 
sales were 13.3 billlon compared to 14.1 billion 
last year, a decline of 5.3 percent. 


Total Canadian industry cigarette sales were 
62.7 billion in 1985. This represented a 
decrease of 2.1 percent from sales of 64 billion 
in 1984, 


Revenue from sales of the Company's fine cut, 
pipe and chewing tobacco totalled 

$18.9 million, down slightly from the previous 
year ($19.2 million). The decline was 
attributable to lower volume, which more than 
offset selling price increases. The Company 
sold 932,000 kilograms in 1985 compared to 
1,023,000 kilograms last year. 


Revenue from sales of cigars increased to 
$2.4 million from $2.2 million in 1984, an 
improvement of 10 percent. Volume was 
4.3 million compared to 3.7 million in the 
previous year. 


Sales of all other products grew by 96 percent 
to $2.5 million in 1985, reflecting the full year 
effect of new lines of disposable lighters and 
cigarette tubes which were introduced during 
the previous year. 
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FEDERAL AND PROVINCIAL TAXES 


The Company's selling prices include the three 
federal taxes on tobacco products - excise 
duty, excise tax and sales tax. For 1985, these 
taxes amounted to $288.5 million, an increase 
of $11.9 million or 4.3 percent. As a 
percentage of total sales revenue, they 
represented 51.7 percent in the most recent 
year compared to 51 percent in 1984. 


As a result of federal legislation initially 
introduced in October 1980, rates for excise 
duty and excise tax automatically increased on 
September 1 each year. Prior to the most 
recent year, the formula was related to the 
Tobacco Products and Smokers’ Supplies 
Subgroup of the Consumer Price Index, which 
had resulted in annual increases in excess of 
15% in the previous two years. As a result of 
recommendations from a joint 
government-industry task force, the annual 
adjustments were revised to relate to changes 
in the overall Consumer Price Index. In the year 
under review, this meant that the increase 
(September 1, 1984) was only 4.9%, resulting 
in adjustments of approximately 9 cents each 
in both excise duty and excise tax per carton of 
200 cigarettes. 


In his budget of May 28, 1985, the Minister of 
Finance for Canada decided to eliminate this 


automatic indexing formula. In lieu of the 
increase that would have been made 
September 1, 1985, he Ue eleree® 
ee tax on a carton of cigarettes by 


Prior to the 1985 fiscal year, the rate of sales tax 
had remained unchanged at 12% for many 
years. Because this tax is related to selling 
price, the amount of tax automatically 
increases when selling prices are adjusted for 
either excise duty and excise tax increases or 
manufacturers’ cost increases. During the past 
year, the rate of tax was increased to 13%, 
effective October 1, 1984. The total increase in 
sales tax per carton during the 1985 fiscal year 
amounted to about 10 cents. Subsequent to 
year-end, sales tax increased by a further 

2 cents per carton as a result of a 
manufacturers’ selling price increase in 

April 1985. 


At the present time, the three federal taxes 
amount to $6.55 per carton of king size 
Cigarettes, compared to $4.27 a year ago. 


In addition to the federal taxes, all of the 
provinces and territories levy their own tobacco 
taxes. Furthermore, the provinces of Ontario, 
Newfoundland and Prince Edward Island 
impose sales tax on tobacco products. Since 
ast year's annual report, there have been 
eleven provincial tobacco tax increases, 
including three in British Columbia. 


Provincial Tobacco Tax 

Increases Current 
Per carton of 200 1984 Annual Federal and 
King Size Cigarettes Report Amount % Current Provincial Tax 
British Columbia $4.48 $0.96 21,4 $5 44 $11.99 
Alberta 2,96 — _ 2.96 9.51 
Saskatchewan 5,06 0.80 14.9 6.16 1274 
Manitoba 520 hee 19.2 6.20 12.75 
Ontario* 5.18 0.14 Zu Bis2 decor 
Quebec 4.97 es 449 7.20 ieetes’ 
New Brunswick 6.00 Orie Dol 6.16 engl 
Nova Scotia 4.00 0.80 20.0 4.80 idgoo 
Prince Edward Island** 3.00 a -- 3.00 9.55 
Newfoundland* ** 9.56 _ a 9.56 6.14 
Yukon Territory 3.20 — aa 3.20 9.78 
Northwest Territories 4.20 1.00 Zo.0 520: INS 


* excluding provincial sales tax of 7% 


** excluding provincial sales tax of 10% 


*** excluding provincial sales tax of 12% 


COSTS 


Total costs for the Company, excluding excise, 
sales and income taxes, amounted to 

$243.3 million in 1985 compared to 

$235.6 million last year. This represented an 
increase of $7.7 million or 3.3 percent. 


Raw materials and manufacturing costs 
charged against earnings totalled 

$153.4 million, compared to $153.6 million in 
1984. The cost of leaf tobacco expensed 
amounted to $57 million or $2.01 per pound 
(1984—$57.3 million; $1.87 per pound), 
Packaging material costs were $40.4 million 
compared to $41.7 million a year ago. Direct 
labour costs in 1985 were $19.6 million 
(1984—$19.4 million), Manufacturing 
overheads charged against earnings totalled 
$30.6 million compared to $30.5 million las 
year. | 
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Marketing and distribution expenses 
increased by $3.9 million or 6.4 percent to 
$64.1 million. Most of the higher amount was 
attributable to increased media and sales 
promotion expenditures. 


Administrative and general expenses were 
$23.6 million in 1985, up by $4.5 million or 
23.3 percent from the previous year. Significant 
items which contributed to this Increase were 
salaries and related benefits, data processing 
costs, building operating costs, packaging 
material write-offs and the rationalization 


10 


provision. In addition, last year’s cost had been 
reduced by significant amounts for sales tax 
reftunds and revenue under royalty agreements. 


Interest expense was $2.1 million, a decline of 
$0.5 million or 18.2 percent from 1984. Long 
term debt interest was lower as a result of 
purchases of the Company's debentures for 
sinking fund requirements. Short term debt 
interest was down because of lower average 
borrowing levels and interest rates during the 
year. 
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INCOME TAXES 


The provision for income taxes amounted to 
$9.1 million compared to $10.4 million in 1984. 
As a percentage of pre-tax earnings, the 1985 
provision was 34.3% compared to 34.5% last 
year, 


As in prior years, income taxes are accounted 
for on the tax allocation basis for all timing 
differences between accounting and taxable 
income, with the principal difference being 
between accounting and tax depreciation of 
Capital assets. 
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FINANCIAL POSITION 


Excluding its Investment in Carling O’ Keefe 
Limited, the Company's assets amounted to 
$263.3 million at March 31, 1985, compared to 
$226.3 million at the previous year end. The 
main changes were increases of $27.1 million 
in inventories, due to both leaf tobacco and 
finished goods, and $5.6 million in net 
property, plant and equipment. In total, 
inventories of $180.8 million represented 

69 percent of assets employed, compared to 
$153.7 million or 68 percent at March 31, 1984. 


During the 1985 fiscal year, the Company's 
short term indebtedness increased by 

$24.3 million, amounting to $53.2 million at 
year end. The most significant uses of cash 
were for an increase In operating working 
capital, dividends, capital expenditures, and 
the retirement of long term debt. Earnings 
adjusted for non-cash items and dividends 
from Carling O'Keefe Limited were the main 
cash generators. 


Operating working capital (current assets less 
current liabilities excluding short term 
indebtedness) increased by $29.3 million 
during the year; this compares to a decrease of 
$9.2 million in 1984. Tne majority of the higher 
amount was related to the increase In 
inventories of leaf tobacco and finished goods. 
Both inventories were higher in part because of 
increased costs. In addition, leaf tobacco 


inventories increased because, in accordance 
with a contract with the growers’ marketing 
board, the Company purchased its share of a 
Surplus of 1984 Ontario crop. 


Total dividends paid by Rothmans on its 
Common and Preferred shares amounted to 
$10.6 million, virtually the same as last year. 
There was no change in the quarterly rate of 

40 cents per Common share which was 
instituted in September 1981. Dividends on the 
two classes of preferred shares were marginally 
lower because of First Preferred shares 
ourchased for cancellation. 


Capital expenditures for the most recent year 
totalled $10.6 million, compared to $8.3 million 
in 1984. The majority of the expenditures were 
for machinery, equipment and building 
renovations at the two plant locations in 
Quebec City and Toronto. 


The cost of long term debt retired during the 
year through purchases for sinking funds was 
$1.4 million. At March 31, 1985, $762,000 of 
sinking fund requirements due in the 1986 
fiscal year had been discharged. 


Carling O'Keefe Limited increased its quarterly 
common share dividend payout from 10 cents 
to 12 cents effective October 1, 1984. Asa 
result, dividends received by the Company 
during the 1985 fiscal year increased to 

$5 million from $4 million in the previous year. 
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ROTHMANS OF PALL MALL CANADA LIMITED 
EARNINGS FROM TOBACCO OPERATIONS 


(in thousands of dollars) 


Year ended March 3l 
1985 1984 
Income 
oy] [2s Sn a a OM petro ret re Mee er | PS ery $558,343 $542,240 
Excise’ and Sales 1axGsy atte eer ene ie eee ree 288,497 216,606 
269,846 265,634 
Costs: 
Raw materials and manuiaCtunaG sacs es acne ne ener 153,426 153,634 
Marketing and CISTI CTO Prine tree tation tent tence an reel era ere 64,149 60,273 
ACMIniStrative- and GeMela liane ae te ceqemis aeetnr es re nares eereenrele 23,615 VO ASS 
Interest ON IONG TENN GST eit cere cee eee eee ee eee 1,602 1,800 
OURS IATETEST Scere ce oe cacao Pe cere) oe tre eee 502 ae 
243,294 ZOOVOSe 
Eainings Delore INCOME: 1axXCS Faye ie eiemeer amen ene earner rarer 26,552 30,002 
Income taxes: 
CU ic nee re ee Oey wart mer fer Me art ti om SS 8,396 9,190 
Bi=1-16 (2,6 Rn eee ee ek eee ee te A Pes 722 W.65 
9,118 107355 
Earnings for the Vear salamat crue eric ees teen rien nr er $ 17,434 $ 19,647 


CHANGES IN FINANCIAL POSITION OF TOBACCO OPERATIONS 


(in thousands of dollars) 


Year ended March 3l 
1985 1984 
Cash provided by (used for): 
Operations— 
Earnings om lO Dace OO OC lauOM Sim arate man ire ener a eee $ 17,434 $ 19,647 
Adjusted for non-cash items— 
Bile) (o ec lle anne er eee es eee wins Ue ky 4,306 opr Oys 
Deferred incomenaxes 722 6. Sit arr ae eee torr ee ee “paler 
OUNSL HEMS: 25.5 ose OU ee ee ee (228) 201 
22,234 24,120 
Disposal of property, plantand equioment ......... 0.00. c ee 786 391 
Decrease (increase) in operating working capital............ (29,346) occu 
Additions to property, plantand equioment..........:...... (10,569) (8,303) 
Col) Sere ere ee re ces Ne a a (71) (120) 
(16,966) 25,308 
Financing activities— 
Dividends trom Carling ©: Keele DimitCc es ee. anes r 5017, 4,036 
DIMIGCNGS DGC Pans... nk take mnt he ces (10,577) (10,615) 
REGUCTION Of IONO NENG teiae aemeea incu cele earner (1,442) Ghesya 
Purchase Of GirstRretet red SLALCS carnal cena erm n nee (338) (353) 
(7,340) (8,489) 
Decrease (increase) in short term indebtedness............... (24,306) 16,819 
Short term indebtedness at beginning of year... .... 0.0... ee (28,845) (45,664) 
Short term indebtedness at end of year... ee $(53,151) $(28,845) 


ROTHMANS OF PALL MALL CANADA LIMITED 
FINANCIAL POSITON OF TOBACCO OPERATIONS 


(in thousands of dollars) 
a a aT TL PO I I ITN NT PT EAE I RPE UST GE A A UE RIN REP TENN wR 


March 3l 
1985 1984 
ASSETS 
Current assets: 
PO COUIMSTECEIVADIO’, ohes 22%. Mopeds ek cw jane $ 34,992 $ 30,121 
Mae ie Stee meme eh cay acd, » Sais kale Garena 180,787 iberee al 
Bie CIC Wen Ses aretha i yr. cesta oils.) war, Fee ee 2,0%e 1,698 
Gabe Uiemesoels cite a teanok sa nee he ees PAP Atsto)) 165,950 
Investment in Carling O'Keefe Limited, on the equity 
Delco wee SARE Ate Wh ym em ete ane wl on 6 eter 119,524 113.7S 
Hiei Olan and CQUIOMen a). a shee ae 98,608 91,003 
Nese -eCuniWiate@ CeplecialiOnys 5486s. 5508 07 = S070 49,598 
47,032 41,405 
DinseaSceiCnne me hak eee Anau eee SHAS) 583 
$384,980 $345,696 
LIABILITIES 
Current liabilities: 
Bank and other short term indebtedness ............... = sh lei $ 28,845 
PECOUMS Payable ano accrued |IADINNES 44. seas aes we. 20,065 EAS 
UOC TRGS® ERS Sor cli ee Ae eae re 765 985 
EXCisensales and One! 1axXeS.c ke ee eC 15;550 14,706 
NO CUME MENG OINMICSa ete Aue ceos ada dd eee ea te a 89,531 62201 
amen CCO teem nn neta eam seh eee een 13,450 19,050 
ONC Ile Crees enn tn mens testa > ea lt une eauun, 2k ee kacetar doa 102,981 77,301 
DSR ED NG OME TAXES me. ie. a.. wees ao eign cea es eees 9,488 8,766 
SEOPEROLDERS EQUITY 
Capital Stock: 
Ee eats alc ome er cen ee ee, ie eae 26,022 26,476 
COON OTS Ss ee ee ee ee Se ee 27,349 21,349 
Soo 53,025 
ESC GLOOM NO Simereat Meters ty tal ihn eta Shae rae eS 221,018 AGT al Sie) 
Unrealized foreign currency translation adjustments. ....... (1,878) Ghctenl) 
Nelel shele Olle SrCOUIN/ a hota aio weak he en eee PATA ey | 259,629 
$384,980 $345,696 


CARLING O’KEEFE LIMITED 
REVIEW OF BREWING, WINE AND OIL AND GAS OPERATIONS 


($000) 1985 1984 1983 1982 1981 
SALES— 
BOR eer Ae eet ins oe tn ee re $833,449 $869,287 $709,820 $583,281 $481,189 
VEINS e Oo ott d oc aha cee oe eee 57,731 59,348 58,238 48,563 44,021 
Ol Nelgiekescy eae a ee ig els 23,376 19,831 16,169 12,289 WeZalsts} 
$914,556 $948,466 $784,227 $644,133 $537,348 
EARNINGS FROM OPERATIONS— 
Before interest and income taxes— 
BRET vsdiuk aerate See een oR ae $8,154" $976,048 —$ 635625 85 34 120m tee 4s 
it eee a wee eA ee Pe a Mey ae 3,225 5,596 5,741 3,949 hae 
O) Feige recs erp ea 5 See han bo 10,015 9,089 1,389 3,907 5,729 
COlOOIAIO ees nce tie ee rn ee (2,412) 676 1S — 3,947 
$ 18,982 $¢ 88404 $ 70,606 $ 41,976 $ 35,519 
BeiOre ImConmeiaxesn eaten ere $ 16,697 $ 87,645 ~$°68,609" $37,734 36824271 
FORUINEVEGI.-.. =. eatin eae na ae ea $ 15,694 $ 54320 $ 38,069 $ 22774 $ 19,785 
CAPITAL EXPENDITURES— 
Beer. 2) shai een 1 ap epoue ae ee $109,310) 3° 63174 $2 24-480F Salo 527 emo oe” 
WIIG SS oo este acc eee ee 4,153 We55 1,920 2,619 2,050 
ONE OaS.. + =e eee eee eee 10,994 eye. 7,024 6,972 8,800 
$124°45798S 73,8008 S$ 3342455 G25 ae oon 
ASSETS EMPLOYED— 
Beery SS eo Oe are eee $422,474 $317,892 $242,599 $210,367 $187,627 
WiN@2 Bas see tae ee eae 58,534 57,680 56,032 55, 00/ 52,801 
@ peigeleccm are ate nh eee ayy oe 73,090 66,091 60,287 Csrone 58,967 
COTDOFAIC so er cea ap 792 7,465 Siete 11,930 1803 
$554,890 $449,128 $390,285 $341,677 $317,498 


* 91.9% share 
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CONSOLIDATED OPERATIONS 


For the year ended March 31, 1985, earnings of 
Carling O'Keefe Limited and its subsidiaries 
amounted to $15.7 million, compared to 

$54.3 million in the previous year. The decline 
was primarily attridbutable to Canadian brewing 
operations, where lower volume and a provision 
for bottle write-off both had a significant negative 
impact on results for 1985. 


As a result of the substantial reduction in 
earnings, the rate of return on average total 
capital employed fell to 6.7% from 20.5% in 
1984 (19883—15%; 1982—12%; 1981 —11%). 


For the final quarter of the fiscal year, there was a 
loss of $3.2 million versus earnings of $5 million 
for the three months ended March 31, 1984. 


Total sales revenue for the most recent fiscal year 
was $914.6 million, down from $948.5 in the 
previous year. Lower volumes for Canadian beer 
and wine sales were only partially offset by 
increased selling prices. 


Net cash at March 31, 1985 was $1.3 million 
compared to $10.7 million at the previous 
year-end. Major uses of cash during the year 
were capital expenditures and dividends paid. 


Cash flow was enhanced by term bank loans 
and earnings adjusted for non-cash items. 


Total assets of the company and its subsidiaries 
amounted to $554.9 million at the end of the 
1985 year, compared to $449.1 million a year 
earlier. Most of the increase was attributable to 
property, plant and equipment, which was up by 
a net amount of $103.1 million after deducting 
depreciation and depletion. 


Statements of earnings, financial position and 
changes in financial position for the company’s 
consolidated operations are on pages 18 and 19. 
A copy of Carling O’Keefe’s 1985 annual report is 
enclosed to provide more detailed information. 


CANADIAN BREWING 


Earnings before interest expense and income 
taxes of Carling O'Keefe Breweries of Canada 
Limited declined to $4.8 million from 

$70.9 million in 1984. 


The company’s sales volume totalled 

5,340,000 hectolitres compared to 

5,990,000 hectolitres in the previous year, a 
decrease of approximately 11 percent. An 
unprecedented level of industry competition and 
frequent product shortages caused by 
disruptions at the plants as a result of the major 
construction program were major factors. 
Despite the production problems, the company 
was active in the market place. Miller High Life 
was introduced in British Columbia, Alberta and 


Newfoundland in May 1984. In January 1985, 
Trilight was introduced in Alberta. In late 
February and early March of 1985, Lite beer from 
Miller was launched nationally in all provinces 
except Ontario, where the launch was delayed 
until late March as a result of an industry labour 
dispute. During the year, 355 ml aluminum cans 
were introduced In most provincial markets and 
473 ml aluminum cans were launched in 
Ontario, Manitoba and British Columbia. 
Subsequent to year-end, Carlsberg and 
Carlsberg Light were introduced in Ontario and 
Quebec in a private mould bottle featuring a twist 
off Crown. 


sales volume of the Canadian brewing industry 
increased only marginally over last year. There 
were numerous packaging changes, with 
competitors converting existing brands from the 
industry compact bottle to a variety of private 
mould bottles of various sizes and closures. The 
aluminum can became a significant package In 
most provincial markets and there was 
continued growth in the popular priced beer 
segment. 


As It became evident that the consumer had a 
strong preference for distinctive bottles, Carling 
O'Keefe decided to replace its existing supply of 
compact bottles and a provision of $20 million 
was made to write off the cost of the remaining 
inventory. 


The extensive capital program to renew and 
expand the production facilities, which began 
during the 1982 fiscal year, will be completed 
during the 1986 fiscal year. Expenditures in 1985 
totalled $107.5 million. The Calgary and 
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Vancouver projects are virtually complete. The 
major expansion of the Toronto brewery will be 
operational by the summer of 1985. Completion 
of the program will provide the company with 
Sufficient capacity to Supply each provincial 
market. 


a TT POE I TIT PI ENA DS PIS BCI ESET SVS A TR NRT ADIN GLA 


IRISH BREWING 


Beamish & Crawford plc had an excellent year 
and reported significant increases in sales 
volume, sales revenue and earnings. 


Earnings before interest expense and income 
taxes amounted to $3.3 million compared to 
$2.1 million in 1984. Sales revenue was up by 
21 percent to $54.7 million. 


The company’s sales volume increased 

24 percent—to 328,000 hectolitres from 

264,000 hectolitres in the previous year. With 
industry sales volume relatively unchanged, 
there was a continued increase in share of 
market. Sales of the company’s lager brands, 
Carling Black Label and Carlsberg, continued to 
improve and were a major positive factor. The 
increased sales also benefitted from a five-week 
strike at a major competitor. 


WINE 


Earnings before interest and income taxes of 
Jordan & Ste-Michelle Cellars Ltd. were 
$3.2 million compared to $5.6 million in 1984. 


The company’s sales volume of 

222,000 hectolitres declined by 2 percent from 
last year (226,000 hectolitres). Sales volume was 
lower in all regions of Canada except for British 
Columbia, which reported excellent growth in 
cider sales. The company’s share of the national 
wine market declined slightly, reflecting a lack of 
full participation in the growing Quebec market 
and lower sales in other regions. 


The total wine market in Canada grew by 
approximately 4 percent during the year, 
Compared to an increase of 0.5 percent in 1984. 
Sales of Canadian produced wines declined by 
1 percent, and now hold approximately 

45 percent of the total market. 


We 


As a result of the brewing industry's move away 
from the compact bottle, the company made a 
provision of $600,000 to write off its supply of 
compact bottles used to package cider. 


OIL AND GAS 


Star Oil & Gas Ltd. had a satisfactory year and 
reported increased production of natural gas 
and crude oil, higher sales revenue and 
increased earnings. 


Earnings before interest expense and income 
taxes were $10 million in 1985, an increase of 
about 10 percent over earnings of $9.1 million a 
year earlier. 


Sales revenue was up by 18 percent to 

$23.4 million, a result of both increased 
production and higher selling prices. Natural 
Gas production increased by 10 percent over last 
year. Production of crude oil and natural gas 
liquids increased by 6 percent. 


Capital soending on exploration for and 
development of new reserves of crude oil and 
natural gas and on facilities for production 
increased by 25 percent to $11 million. In 
Canada, the company continued to acquire 
additional petroleum and natural gas leases and 
acquired an interest in oil producing areas In 
Saskatchewan and Alberta. The company 
restricted its activities in the United States. 


INTERNATIONAL DIVISION 


Royalty income from the sale of Carling Black 
Label in overseas markets, where it is produced 
under licence, was $1.5 million, marginally 
higher than in the previous year. Sales volume 
and the rate of royalty payments increased over 
1984, but were offset by unfavourable exchange 
factors on conversion of pound sterling royalties 
to Canadian dollars. 


CARLING O’KEEFE LIMITED 
AND SUBSIDIARY COMPANIES 


EARNINGS FROM OPERATIONS 


(in thousands of dollars) 


Year ended March 31 


1985 1984 
Income 
SEUSS yan a aed: Stl here pene Oe co alae 4 on earner ea $914,556 $948,466 
EXCISG ANC Sales taxes at occa cueesne eRe na mea ecm eae ee 327,369 eiele) bee 
587,187 on Sy crore 
Investment and OUIe tM CONIC te, crams eee tcere ener eter iarn tne ect 3,600 een 
590,787 619,844 
Costs: 
Raw materials ang manuiaenuriiG) ase: es eee tesa aeaeinrere 304,196 279,109 
Marketing arc GIStHIDUTION son a gine meee titan: sia k agent eran ran 228,007 216,169 
Adrainistrative and Oeneralicc ta. scene oe ene yer ee 39,602 36,162 
Interest Omen TENCE DTS ts hee ace nae cornet ners ro ner as) Bee 
QUE MSTES Tas, te en ee ree ee nee es 707 Zoi 
574,090 532,199 
Earnings: DelOre INCOMeTaXeS ae aera ee oe cer eer 16,697 87,645 
Income taxes: 
CAUTION etegier Ricle thsee SRAReS aera eh iterate ee (7,063) Zo7081 
Bie cet ee a ee oe ee ee a oe 8,066 9,744 
1,003 Se), a O 
E@IMiniGS TOL Ie Veco aneaen- cuca nucm ine acne cec ce rn ohne or mre er $ 15,694 $ 54,320 
CHANGES IN FINANCIAL POSITION 
(in thousands of dollars) Year ended March 3 
1985 1984 
Cash provided by (used for): 
Operations— . 
E@rmings TOL TG: Val maria, © gamete cr gt tee Serer ce arn alo at ee mar $ 15,694 $ 54,320 
Adjusted for non-cash items— 
Deprecialiomand GepleliCin mms ame sean sn ats 19,421 14,339 
Melerred INCOMETAXES i ema cent sesee ee eee ee 8,066 9,744 
Oi aigi Cicer eee ete ir Tem oro galt 1,035 1,254 
44,216 79,657 
DisOOsal Of ASSES Soe en ety reseller nea Et retina cee ee 1,672 1,031 
Decrease (increase) in operating working capital ............. 19,779 Glens) 
Additions to property, plant and equipment............. ee (124,457) 73,800) 
Additions tocother ASSCis Speman amet aetna (374) (2,828) 
(59,164) ets 
Financing activities— 
Increase (decrease) in long term liabilities................... 60,074 (2,868) 
Current DOMOMOLOINen ASS ICie. meermteen a mera wat arr i eeren na 1,797 — 
DOIVICISIICES ssa. u- aLoceeg etapece nr Outi aterOia i te (12,022) (10,074) 
Purchase-of preletence Smaresumen.s, ceca een ein rates een rae (146) (144) 
49,703 (13,086) 
DSCIEASE IN: NELCAST isis cients cnet en) arene ee oo er (9,461) (20,901) 
Netcash: at DOG InMminO Ol Veale rans atsee alae ter enn rae on ater ane 10,734 31,030 
Net cashat end Of Years aati en en) eo ee ae $ 10,734 


CARLING O’KEEFE LIMITED 
AND SUBSIDIARY COMPANIES 


SEER RA aR I TE NP LTT OE TIES A BIG EN ERI DTS Tl NE Go AN RMN EAST LO Mae ht 


FINANCIAL POSITION 
(in thousands of dollars) 
March 3l 
1985 1984 
ASSETS 
Current assets: 
Cash and short terminvestments............0 0-0-0 eee $4364 Seales 
PCCOUMTSTECEWADIE.. ong cbc whe be vce Cuba cede. 48,566 46,505 
WRG OMMCHOX CSR sare cen eke eee eeeens or bey Shee coe Rum 9,730 S26 
WaNMOWMECSeimenes «conic akan eres eS wa dos un ok Me One 97,273 99,716 
mio @el Che’ CSO Samer marta We wae Mt, os Agee ee 8,430 6,745 
OanCuUMenVaASSCIS= na eae ee ee lay 1s. (eee 168,333 165,199 
ROOeIL A Clail SnCreGuipnnieite.. 4 seu ae 4s wees ee 500,757 384,460 
Less: Accumulated depreciation and depletion........... 153,169 Isoore 
347,588 244 482 
lige ea sSel Se ero aie ett hee eh nt dee ee 38,969 39,975 
$554,890 $449 656 
BIABILITIES 
Current liabilities: 
Bank and other short term indebtedness................ $ 3,061 $ 971 
Accounts payable ana accrued liabilities... ..........05: 101,466 SO) Shey 
Due to customers for returnable containers ...........0.. Zieooe — 
ERO CUCH OMA Sales taxeSs ews Oy 5s fos mayan ae oe aaa 18,053 19,355 
DIMIGEIG SYCeVEl eater ae ne eee esc eer Sls 2,681 
ReOtaLCUGremUNaOuIeS: WB a. 4.42 gel Ae ete ees ke ee 147,225 te 95S 
eMC Men MMCSs eat rheccane marrage aac an torre ahtecct: ten tanne 67,892 6,288 
WOVET NE SINS a. Wk noe Mopar Ora ee me here Pa tey MITA ZO 246 
Pe eee RE DUNGOME WAXES tere sate: sued ane cae net eres 59,780 enbiclay| 
SEARERHOERDERS EQUITY 
Capital Stock: 
BAe CMS CLS ICS at erated baits Ceo Gai lant iain: 41,520 ANS VCTAG) 
COSIATEA ETSI RIE (o ee tek tae rc Oe te eee Thskctey/ ite eieyl 
119,877 120027 
VCS ORO SACS aya, hee rh tonseeee Mee ates eee eign i De 163,863 160,087 
Unrealized foreign currency translation adjustments ........ (3,747) (25659) 
A@iclksmaremOlels COUNY ieamac accurate eta 279,993 Zit o0e 
$554,890 $449 656 


ROTHMANS OF PALL MALL CANADA LIMITED 
AND SUBSIDIARY COMPANIES 


Price Waterhouse has been appointed by the 
MANAGEMENT REPORT shareholders as independent auditors to 
The consolidated financial statements of examine and report on the Company's 
Rothmans of Pall Mall Canada Limited and its consolidated financial statements and their 
subsidiary companies have been prepared by report appears below. As part of their 


management and are in accordance with examination, Price Waterhouse review internal 

accounting principles generally accepted in control systems to the extent deemed 

Canada, which conform in all material respects necessary to support their opinion on such 

with international accounting standards financial statements. 

adopted by the International Accounting 

Standards Committee relating to the The Company's board of directors has overall 

presentation of historical cost financial responsibility for and has approved the 

information. The significant accounting financial statements and all other information in 

policies are outlined on page 21. All other the annual report. The Board has appointed an 

financial and operating information in the Audit Committee consisting of three outside 

annual report is consistent with that contained — directors to review the audited financial 

in the financial statements. statements prior to their submission to the full 
Board. The Committee also meets periodically 

Management is responsible for maintaininga throughout the year with Company officials, 


system of internal accounting controls which internal auditors and Price Waterhouse. 
provides reasonable assurance that assets are 


safeguarded and that reliable financial 5 
information is produced. Management Za pre: RU Canola, 


believes that existing internal controls are 


appropriate in terms of cost and risk to meet President and Chief Executive Officer Vice President Finance and 
these objectives. Internal auditors employed Corporate Services 
by the Company and its subsidiaries monitor 

accounting records and related systems. May 23, 1985 


AUDITORS’ REPORT 


May 23, 1985 


(OV Be SaAREROLDERS OF 
ROTHMANS OF PALL MALL CANADA LIMITED: 


We have examined the consolidated statements of earnings, changes in financial position and 
retained earnings of Rothmans of Pall Mall Canada Limited for the year ended March 31, 1985 and 
the consolidated balance sheet as at that date. Our examination was made in accordance with 
generally accepted auditing standards, and accordingly included such tests and other procedures 
as we considered necessary in the circumstances. 


In our opinion, these consolidated financial statements present fairly the results of operations and 
the changes in financial position of the Company for the year ended March 31, 1985 and its 
financial position as at that date in accordance with generally accepted accounting principles 
applied on a basis consistent with that of the preceding year. 


ee Ud oKarhywe 


Chartered Accountants 
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ROTHMANS OF PALL MALL CANADA LIMITED 


AND SUBSIDIARY COMPANIES 


RR PSII EET I ST VIS PS SRE OT ST PRT RT I ET SSRN oO RUN ACA TMNUTL LR CTNEIGAY A RES, 


SUMMARY OF SIGNIFICANT 
ACCOUNTING POLICIES 


The financial statements are prepared on the 
historical cost basis in accordance with 
accounting principles generally accepted in 
Canada and conform in all material respects with 
international accounting standards adopted by 
the International Accounting Standards 
Committee relating to the presentation of 
historical cost financial information. 


Principles of Consolidation 


The consolidated financial statements include the 
accounts of the Company and all of its subsidiaries. 
The principal subsidiary companies are listed on 
page 2 of the annual report. Purchase accounting 
has been followed for all acquisitions and the results 
of operations of subsidiaries are included from 
effective dates of acquisition. 


For certain subsidiaries of Carling O'Keefe 
Limited acquired prior to April |, 1974, the excess 
of the cost of snares over the recorded value of 
underlying net tangible assets at dates of 
acquisition is carried at cost and is not 
amortized. Intangible assets acquired 
Subsequently and sports franchises are 
amortized over periods not exceeding forty years. 


Foreign Exchange 


The assets and liabilities of self-sustaining foreign 
subsidiaries are translated into Canadian dollars 
at year-end exchange rates; income and costs 
are translated at average rates of exchange 
during the year; unrealized foreign currency 
translation adjustments are reflected in 
shareholders’ equity. All other foreign exchange 
gains and losses are included in earnings. 


Inventories 


Inventories, other than returnable containers, are 
stated at the lower of average cost and net 
realizable value. Returnable containers are 
recorded at amortized cost, which is lower than 
new replacement cost. 


assets, which are as follows for the principal 
asset categories: 


Buildings — 15 to 40 years 
Machinery and equipment — 5to 15 years 
Motor vehicles — 3to10 years 


Leasehold improvements term of lease, not to 
exceed 10 years 
Oil and gas assets are accounted for using the 
full cost method, whereby all costs of exploration 
and development are capitalized on a country by 
country basis. Such capitalized costs, net of 
amortization, cannot exceed net revenues from 
estimated future production of proved reserves at 
Current prices and costs and the estimated fair 
market value of properties. Costs are amortized 
against income using the unit of production 
method based on proved oil and gas reserves. 


Other Assets 


Other assets are recorded at cost or amortized 
cost. 


Pensions 


Current service costs are charged to operations 
as they accrue. Prior service costs arising from 
amendments to the plans and actuarial gains or 
losses are Charged to operations generally over 
periods of up to fifteen years. 


Marketing Costs 


Marketing costs, including those related to the 
introduction of new brands, are charged against 
earnings during the year in which they are 
incurred, except for the costs of certain rights 
which are deferred and amortized over the terms 
of the respective contracts. 


Investment Tax Credits 


Net investment tax credits relating to capital and 
research and develooment expenditures are 
accounted for as a reduction of income tax 
expense in the year earned. 


Earnings Per Common Share 
Earnings per Common share are calculated after 


Property, Plant and Equipment 


Property, plant and equipment are recorded at 
cost. Depreciation is provided on the straight-line 
basis over the estimated service lives of the 


Z| 


deducting dividends on Preferred shares and are 
based on the weighted average number of 
shares outstanding during the year. 


ROTHMANS OF PALL MALL CANADA LIMITED 
AND SUBSIDIARY COMPANIES 


(incorporated under the laws of Canada) 


CONSOLIDATED STATEMENT OF EARNINGS 


(in thousands of dollars) 


Year ended March 3! 
1985 1984 
Income 
SAlOS a cvs go ek ack OSTA tee $1,472,899 $1,490,706 
Excise and SaleS (aXeSi spam spurs wate erat ca ct eens eee 615,866 611,740 
857,033 878,966 
lnvestmenttand Otnel IMCOMC ste, nt 3,600 Gord 
860,633 885,478 
Costs: 
Raw materials ancimanuiaclunnG <u 2. ee ee 457,622 ASS 
Marketing anc CiStn OUNOMS Ses -¢egnee es 292,156 216,442 
Administialive anG Genel a | ss .sa a seme a O3i217/ 99,315 
Interest on longterm GeDt os oe 3,180 Lee 
Other interest: bala as Ge er 1,209 1,009 
817,384 LOLs. 
Earnings before income taxes and minority interest... .... 43,249 117,647 
Income taxes (Note 11): 
CUNfent ae vey )6 VU eae a or le ee 1,333 S241) 
Deferred ie. 2005 te cunne icay ee eee eee rer 8,788 10,909 
1O;120 43,680 
Earnings before MmInOrity InlereStim ae eer eee 33,128 13,967 
Minority Interest (INOtGC) ae, ges, yee ee re : 8,836 28,108 
EARNINGS: FORT REY EAR 55 Seis oe $ 24,292 $ 45,859 
Earnings Der COMMON Sharer ce -o0y tiaee cena $4.09 $8.00 


22 


ROTHMANS OF PALL MALL CANADA LIMITED 
AND SUBSIDIARY COMPANIES 


ee SES SSO IA PTD PTE BDO HT EOS TSE 2 SB TA I IY SOP UI SRT CAI 


CONSOLIDATED BALANCE SHEET 


(in thousands of dollars) 


March 3l 
1985 1984 
ASSETS 
Current assets: 
CPasikawa SHOmierm INVESIMENIS ce ce ee we $ 4,334 eh obey Ors) 
INOG@ORM CST COCIVADIOs «ila 4 0 ciao va mv oe hav wee kee 82,143 Whey elev 
DSO MCL COMMU EN eh cee, yak ha ae baa eS 8,965 — 
ME CO MCEN NOVA rw reud, so des oon ee ee eh lhe 278,060 Zoo an 
TESDEISNOMCISINS SS) 5 re te ae a ee ee ee 10,502 8,443 
(Glare nifemuasselSe Set fe i ee 4 26 ee 384,004 348,942 
miOecroailLandectioment(Note 5). 0... 66... oo: 599,365 475,463 
Less: Accumulated depreciation and depletion........... 204,745 189,576 
394,620 285,887 
Bigewecceis (NOI OC) ska ee ne On bes eed aoe 39,542 40,558 
$818,166 $615,001 
LIABILITIES 
Current liabilities: 
Bank and other short term indebtedness (Note 7)......... $ 56,212 $ 29,816 
Accounts payable and accrued liabilities..............5, 121,425 108,498 
Due to customers for returnable containers.............. 21,532 — 
{TOONS TES ooo ite eee ee ee _ 457 
x ClSonealies ANC OUNET EXECS (au) fs ies vt nee eed a eee 33,603 34,061 
IMAC EGS (OW ONSS ts bali ec coat ea area a 1,804 ipocU 
TOE PGOITEIG ETO) ASS a eee eer 234,576 174,422 
MORO MEO INMCS INOS Oh oi ee ee 81,342 21,300 
NaC SMP OMe Gee ein cao se we veo 315,918 195,760 
Deere ree NCOMEMAXKEG Gs Wilau Sy one. bs anc eee 69,268 60,617 
MINORITY INTEREST IN SUBSIDIARY COMPANY (Note 3) . .. 160,469 159,381 
Sa Ra nOUDE RS eEQUITY 
Be eliclOe (NOC Me rn ay as i os 53,371 Sees 
Se) SNAG ESINOS 2 aor, eee eee Se ean rt et | 221,018 POL ASS 
Unrealized foreign currency translation adjustments 
NUCH: Zh. hc) Se yeaa ares entre eae aera ee (1,878) Go3d) 
Neal carehoOlders COUT) Beececent ak ea mreunes: a (aes) 259,629 
$818,166 $675,387 


APPROVED BY TRE BOARD: 


— Masa Director 


: 0) OVvatteto 


Director 
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ROTHMANS OF PALL MALL CANADA LIMITED 
AND SUBSIDIARY COMPANIES 


CONSOLIDATED STATEMENT OF CHANGES IN FINANCIAL POSITION 


(in thousands of dollars) 


Year ended March 3l 
1985 1984 
Cash provided by(used for): 
Operations— 
Earnings tor the:years &..c eo laine ete grea cei ree ere ge $ 24,292 $ 45,859 
Adjusted for non-cash items— 
Depreciation: ENG GEDlCUO es es, 5 seit eeee eer 23,727 17,446 
Minority interest In:earninGS 5) aa eee es 8,836 28,108 
Deferred income taxes. 45 es ee 8,788 10,909 
OUNEr HOM ees eS is occ pe ee ere 807 1,455 
66,450 LOS 
Disposal’ of assets... as, oe eee ee 2,458 1,422 
Additions to property, plant and equipment............. (135,026) (82,103) 
AOCITIONS to: OCINeaSSelS as ee (a a Oe (445) (2,948) 
Increase in operating Working Cabilal? 3. ... 2.5... (9,567) (2000! 
(76,130) sees 
Financing activities— 
Increase (decrease) in long term liabilities. ..........00, 58,632 (4,425) 
Current portion OROIMGr ASSCIS 25, i ee 1,797 — 
Dividends— 
By the COMDSNY. 2. en Bae oe (10,577) (10,615) 
By a subsidiary company to minority shareholders ...... (7,005) (6,038) 
@) i s\>\ armrest ee ee (484) (497) 
42,363 (Zi O05) 
Increase In net snorltermindebiedncss! 4) a (33,767) (4,082) 
Net short term indebtedness at beginning of year.......... (18,111) (14,029) 
Net short term indebtedness atend of year. ..........000, $ (51,878) $ (18,111) 
Comprised of: 
Cash.and short tenn invesimenise, 25 eau c\ ie aie S$ 47304 Ses 
Bank and other short term indebtedness..............., (56,212) (29,816) 
$ (51,878) SS 


* Operating working capital consists of working capital excluding cash, short term investments 


and short term indebtedness. 


24 


ROTHMANS OF PALL MALL CANADA LIMITED 
AND SUBSIDIARY COMPANIES 


a ae a I I BO a LE SP AIT IED ESTIMA 


CONSOLIDATED STATEMENT OF RETAINED EARNINGS 


(in thousands of dollars) 


Balance at beginning of year 


Dividends paid: 
Preferred shares— 


Year ended March 31 
1985 1984 
<a ad ae Ae es En een $207,135 $171,686 
SNCS OSES a ee 24,292 45,859 
Excess of carrying value over cost of First Preferred shares 
pirenascorioncancellanon (Note OQ) se. ee ee ee 116 ‘Rye 
Excess of carrying value over cost of preference shares 
purchased for cancellation by a subsidiary company, less 
DP OU eCCS ee ace oa be 52 oe 
231,595 ean 50 
First Preferred shares, Series A ($6.85 per share) ........., 856 894 
Second Preferred shares ($1.325 per share)............. 904 904 
1,760 1,798 
Petimopowarcs 60 Der Shale) ae. a 8,817 8,817 
10:57 % 10,615 
| EREIUGS EL GING HCI asia hs | 5 Aeon ee ee $221,018 $207,135 


CONSOLIDATED ANALYSIS OF CHANGES IN OPERATING WORKING CAPITAL 


(in thousands of dollars) 


Year ended March 3l 


ORCI RISEINAIO Gs aL ie mc ere ar 
AP SIONS 6 2k Ge we Se Ee a 
PUI SC) COTS ISTE ac 7 ecco re 
Accounts payable, accrued liabilities and dividends payable. . 
Due to customers for returnable containers... ...........0005 
Pee Milonic. Cc GON te Paths ona se in BUS aol 
Bete Era LOUIE AXCS erga GW ah a eh a 
Unrealized foreign currency translation adjustments. ........ 


Increase) ODETalinG WOKING Capital ie v2 ae os ae 


1985 1984 
$ (6,776) $ (6,744) 
(24,633) (9,498) 
(2,059) (1,385) 
13,142 33,651 
21,532 ee 
(9,422) (20,084) 
(458) 1,863 
(893) (458) 
$ (9,567) $ (2,655) 
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ROTHMANS OF PALL MALL CANADA LIMITED 


AND SUBSIDIARY COMPANIES 


NOTES TO CONSOLIDATED FINANCIAL STATEMENTS 


MARCH 31, 1985 AND 1984 


1. SEGMENTED INFORMATION 


In these financial statements, all references to “Rothmans’” relate to the tobacco operations of the 
Company and its tobacco subsidiaries. All references to “Carling O'Keefe” relate to activities of the 
Company's majority-owned (50.1%) subsidiary, Carling O'Keefe Limited, which include the production 


and sale of beer, wine and oil and gas. 


SALES: 
PROT IEIMIAN Sisco eee ete ceeetgac ace ene ee ree 
CARLING O'KEEFE— 
BE Ciincai¥e cee gst eae ce 
WV URC cake Se ik oe ge ee cee 


1985 


1984 


$ 558,343,000 


833,449,000 
57,731,000 
23,376,000 


$ 542,240,000 


869,287,000 
59,348,000 
19,831,000 


$1,472,899,000 


$1,490,706,000 


OPERATING PROFITS: 


FOPAMAINS Sse pecv io Ge aes etree san anne er $ 28,656,000 See 008 
CARLING O'KEEFE— 

BECK i. 5 qlee exten a ah tious el enetea nen gen ea Saale ee 8,154,000 73,043,000 

WING ga Seactmtn se & ce tee ee ene ae ea ne 3,225,000 5,596,000 

mi @) | Eclgieker crate ee Patt Als id, te go 9 10,015,000 9,089,000 

Corporate income (expense), Net... 0.6... 6 eee (2,412,000) 676,000 

47,638,000 120,978,000 

Interest ExPENSex «iv zi RW ie an ene eee ee ee mete (4,389,000) (3,331,000) 


Earnings before income taxes and minority interest 


$ 43,249,000 


CAPITAL EXPENDITURES: 


BGGT a wie k WeiBare-ove i Gatineau ee 
WVUPVG ise cd ceteuh heg aceeyos at orca lt ho ne 
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$ 10,569,000 


109,310,000 
4,153,000 
10,994,000 


$ 135,026,000 


$ 117,647,000 


52 8,303,000 


63,174,000 
1,855,000 
8,771,000 


$ 82,103,000 


A Ae Pa NT RSP NSU PNAS SS a US is oe svar 8 rena Necque ape a ye 2) 


1985 1984 
DEPRECIATION AND DEPLETION: 
Tel Da US| ome mrorerteee ar arg Siri eer tinct SAR a cee, | Foo on $ 4,306,000 $ 3,107,000 
CARLING O'KEEFE— 
Beer (i iu a Oe a ee ee 13,327,000 9,608,000 
Wine ES See ea ta ah ere 1,529,000 1,419,000 
Sane wre gaa. radon war en co Me 4,565,000 Spo 12,000 
$ 23,727,000 $ 17,446,000 
IDENTIFIABLE ASSETS: 
OM UNS lieanecee cate eet singe ee oo ee et $263,276,000 $226,259,000 
CARLING O'KEEFE— 
SIL PALS Sata te hee et on eae ee ee ete eer ga 422,474,000 317,892,000 
TAN Tee Eas 52 Fetes as aN Seana arm a pt ea 58,534,000 57,680,000 
(CUM ICO or eiircn cerns ne, Ie ee eRe ee rn eer 73,090,000 66,091,000 
COnOO ato Le, wee Mea Moet Coury ae el 792,000 7,465,000 
$818,166,000 $675,667 000 
Corporate assets consist of cash, short term investments and mortgage receivable of Carling O'Keefe. 
2. CHANGE IN ACCOUNTING POLICY 
In accordance with recommendations of the Canadian Institute of Chartered Accountants, Carling 
O'Keefe changed its policy of accounting for foreign exchange adjustments arising from translation of 
the accounts of self-sustaining foreign subsidiaries. This change was applied on a prospective basis 
effective April 1, 1983. The change primarily affects the method of translating into Canadian dollars the 
property, plant and equipment of foreign subsidiaries. As a result, unrealized foreign exchange gains 
and losses are included as a separate account in shareholders’ equity. The change had no significant 
effect on the consolidated financial statements for the years ended March 31, 1985 and 1984, 
Movements in the unrealized foreign currency translation adjustments account, after deduction of 
minority interest, for the years ended March 31 were as follows: 
1985 1984 
Balance-at Oe@inimingOl year. h. Bi scceccs genus $1,331,000 $1,033,000 
AGUS MIMCMISHON IME VOR whe mehes eet: ci ee Roce ees 547,000 298,000 
Balance ar eme Oneal wi tccy mee eek nc Me ene as $1,878,000 NaInCion Glee 


Prior to the 1984 fiscal year, current assets and liabilities of these subsidiaries were translated at 
year-end exchange rates, other balance sheet accounts and depreciation expense were translated at 
historical rates of exchange, and income and other costs were translated at average rates of exchange 
during the year. The resulting exchange gains or losses were included in earnings. 
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3. MINORITY INTEREST IN SUBSIDIARY COMPANY 


The interest of minority shareholders in the consolidated earnings of Carling O'Keefe Limited for the 
years ended March 31 was as follows: 


1985 1984 
Prelerence Shales. ac yee nya err eer Sae2.01:1,000 $ 2,022,000 
Goninon Shares ss <a> caer cei caca cece nen ieee een ere 6,825,000 26,086,000 
$ 8,836,000 $ 28,108,000 


The minority shareholders’ interest in the capital stock and retained earnings of Carling O'Keefe Limited 
at March 31 was as follows: 


1985 1984 
Sse MORO ASen Ges oc eels eee eae $ 41,520,000 CeA1eG.G OOO 
CORMIMONIS ANC Sete aeeee ee tenn ee ee 118,949,000 Hao eee) 
$160,469,000 $159,381 ,000 
4. INVENTORIES 
1985 1984 
ROTHMANS— 
Bec\gclececch yee re io oe ee be $ 98,274,000 $ 80,646,000 
AP IRISAEC OOS ug «ition teaes aula aan ern ee 68,090,000 58,344,000 
Packaging malenalanG Oiner Fas ane tes: (fy eeee nti 14,423,000 1477212000 
180,787,000 153,711,000 
CARLING O'KEEFE— 
Beverage products, finished and in process .......... 47,523,000 51,739,000 
MaletialS amG SUG Olle = aiereesae tim acre nine arene ree are 27,633,000 24,37 1, Q00 
Retuinable COMIIMETS Meme, sane ennnti earns eee 22,117,000 23,600,000 
97,273,000 99,716,000 
$278,060,000 $253,427 ,000 


Private mould bottles of Carling O'Keefe are carried at amortized cost and the liability for returnable 
containers held by customers is recorded at deposit value and disclosed separately. Raw materials and 
manufacturing costs included a charge of $20,600,000 in 1985 for the write-off of compact bottles in 
inventory and in the hands of customers. 
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5. PROPERTY, PLANT AND EQUIPMENT 


1985 1984 
Accumulated Accumulated 
depreciation depreciation 
Cost and depletion Cost and depletion 
ROTHMANS— 
ReMi Acstar cure a ROE a It $ 2,449,000 $ — $ 2,589,000 $ == 
EAU] Ga oe a oye eee 11,635,000 4,168,000 10,497,000 3,947,000 
Machinery and equipment. 69,468,000 35,434,000 63,777,000 34,223,000 
Motor vehicles.......... 5,159,000 4,413,000 5,074,000 4,347,000 
Leasehold improvements . 9,897,000 7,561,000 9,066,000 7,081,000 


98,608,000 51,576,000 91,003,000 49,598,000 


CARLING O' KEEFE— 


DECN GC IEr MK ok eRe Ree OTN 3 9,164,000 — 8,471,000 — 
EMU oll gece ate ecu mres 138,593,000 31,788,000 106/057, 000 29,671,000 
Machinery and equipment. 228,983,000 78,448,000 162,863,000 13,800,000 
Motor vehicles .......... 21,727,000 10,901,000 19,283,000 9 867,000 
Oiland gas assets....... 97,773,000 29,677,000 86,491,000 24,664,000 
Leasehold improvements . 4,517,000 2,355,000 4,295,000 1,976,000 
500,757,000 153,169,000 384,460,000 1 39,978,000 
$599,365,000 $204,745,000 $475,463,000 $189,576,000 


Effective April |, 1988, Rothmans changed the depreciation period for machinery and equipment from 
10 years to 15 years. As a result, depreciation expense for the 1985 and 1984 fiscal years was reduced 
by approximately $1,750,000 and $1,300,000 respectively. 


6. OTHER ASSETS 


1985 1984 
ROTHMANS— 
Unamortized deferred charges, trade marks and patents . . $ 573,000 5. 583,000 
CARLING O'KEEFE— 
Unamortized cost of shares of subsidiaries in excess of 
underlying net tangible asset values at acquisition. ..... 21,028,000 2A 921 000 
WramoniZed COShol SPOMS TTANCNISES «5. o5 en eas vw ee ee 11,273,000 11,603,000 
Deferred charges and other investments .............05. 6,668,000 7,051,000 
38,969,000 39,975,000 
$39,542,000 $40,558,000 


Amortization of other assets amounted to $705,000 for the year ended March 31, 1985 (1984—$703,000), 
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7. BANK AND OTHER SHORT TERM INDEBTEDNESS 


Bank and other short term indebtedness consists of bank indebtedness of $26,212,000 


(1984—$22,816,000) and notes payable of $30,000,000 (1984—$7,000,000), 


1985 1984 
ROGEIMANS © acco eB oo oe cape ee ee $53,151,000 $28,845,000 
CARLING 'O KE BE Gili ssid en Geter ier emer 3,061,000 971,000 
$56,212,000 $29,816,000 
8. LONG TERM LIABILITIES 
1985 1984 
ROTHMANS— 
Sinking fund debentures— 
series A's Yo Cue wanuany G7 1OS Cie aa cere en ean $ 3,021,000 My Hotel 00.0) 
Series B11 due Febnuary 15) \9O5 aaa eee 11,267,000 12,647,000 
14,288,000 15,978,000 
CARLING O'KEEFE— 
sinking fund debentures 
Series BS y20a QUE TAO OC Cie eernrer re are acee 800,000 1,600,000 
oenes E5129 due Apt lal Soe. en eee eee eee 3,455,000 300 1 OUG 
4,255,000 5,431,000 
Tern Bank lOSINS Se. acco cate aire ee ea te ee 62,000,000 _- 
ObliGations Under Caoilalleases sean. an veneers eee 83,000 200,000 
AOVances UNdenGas COMNGCIS Su aati earner 1,511,000 152,006 
Untunaeaioensions (NOTe 110) aerer ea ieae nace crane ten wena 1,597,000 _- 
69,446,000 7,413,000 
83,734,000 23539 1 000 
Less—Amount included in current liabilities .............., 2,392,000 2,053,000 
$81,342,000 $21,338,000 
The remaining principal requirements for long term liabilities are as follows for the years ending March 31: 
1986 1987 1989 1990 
RO TRIM AN Stender $ 838,000 $ 1/600,/000" §$ 2,250,000" $7800, 000055 3 c0G,000 
CABLINGCGUS EE Ge wae 1,554,000 13,279,000 20S CU 1,279,000 279,000 
$2,392,000 $14,879,000 $53,529,000 $2,079,000 $1,079,000 


During 1985, Carling O'Keefe entered into bank loan arrangements for $125,000,000 of floating rate 
revolving credits, which mature at the earliest in the 1987 and 1988 fiscal years and which may be 
extended. As at March 31, 1985, $62,000,000 had been drawn down under these arrangements. The 
average Interest rate was 10.8% during fiscal 1985 and 11.1% at March 31, 1985. 


The Rothmans debentures are secured by a floating charge on the Company's assets in the provinces 


of Ontario and Quebec. 


An affiliated company owns $1,919,000 principal amount of the Company's outstanding Series A debentures. 
Containers and equipment leased under capital leases by Carling O'Keefe are included in their 


respective asset categories and are depreciated accordingly. 


30 


ae a Tea TIE De ITS IT DD TEP BIS ES TNT OTOP NTN RAR Dees Vane she EA ey ob ge 


9. CAPITAL STOCK 


AUTHORIZED: 
469,889 First Preferred shares issuable in series 
2,817,062 Second Preferred shares 
An unlimited number of Common shares 


ISSUED: 
1985 1984 
123,753 6.85% Cumulative Redeemable First Preferred 

shares, Series A (1984—128,293)..... 0... $12,375,000 $12,829,000 

682 367 658% Cumulative Redeemable Second Preferred 
Sie See ae eae A en Pe Ee LS 13,647,000 13,647,000 
26,022,000 26,476,000 
SOO Sos COMmliOn Sialesyan oases one eae 27,349,000 21,349,000 
$53,371,000 $53,825,000 

PURCHASES: 


During the year ended March 31, 1985, 4,540 First Preferred shares with a total carrying value of 
$454,000 were purchased for cancellation at a cost of $338,000 (1984—5,051 shares). 


REDEMPTION PRIVILEGES: 


The Series A First Preferred shares are redeemable at the option of the Company at $102 per share if 
redeemed before January 27, 1989 and at $101 per share if redeemed on or after January 27, 1989. The 
Company is required to purchase 5,000 of these shares in each calendar year. At March 31, 1985, 

1,247 snares of the 1985 requirement had been acquired. 


The Second Preferred shares are redeemable at the option of the Company at $20 per share. 
OWNERSHIP: 


Rothmans of Canada Limited, a wholly-owned subsidiary of Rothmans International p.I.c., is the owner 
of 71.2% of the Company’s issued Common shares and 20.2% (1984—19.5%) of the issued Series A 
First Preferred shares. 


10. PENSIONS 


The Company and its subsidiaries maintain pension plans for employees and generally fund pensions 
with independent trustees in accordance with legal requirements. Certain supplementary pensions are 
unfunded and charged to operations when paid. The charge against earnings was $10,730,000 for the 
year ended March 31, 1985 (1984—$9,948,000), including $7,649,000 (1984—$6,997,000) for employees 
of Carling O'Keefe. 
Based on recent independent actuarial valuations, the unfunded pension liability for Carling O'Keefe is 
estimated at $18,426,000. The unfunded liability, including a vested liability of $1,597,000, is being 
charged to operations generally over periods of up to fifteen years, as described in the summary of 
significant accounting policies. 
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11. INCOME TAXES 
The difference between a basic income tax rate of 50% and the effective income tax rate based on tax 


legislation is explained as follows: 1985 1984 
ROTHMANS— 

INCOMmGTaxXes at DASICTAIC ie cce  . e e $13,276,000 $15,001,000 

[RCEIAEIVES ae as SE ce eet, crn eer ce emir (3,241,000) (3,838,000) 

Fai erciipate mimic). ce (sie ah ieee ee a eh ree (597,000) (914,000) 

OUOI—N6l ce Pe es oe AEE ck ee eee (320,000) 106,000 

9,118,000 10,355,000 


CARLING O'KEEFE— 


IMEOMeTaXeS Ai OASICNAlG. =e Eee ene a eee eee 8,349,000 43,822,000 
WAGER ES oes. tek cttea te ton toe ene oe ee (1,254,000) (6,328,000) 
VESTER TAX ChE CIISIA as 5 an. eee tan at inl aereenane anne (4,626,000) (2,500,000) 
Alberta ROvyally Tax CYeCIU ga sic soe cine yea erate ae a (1,750,000) (2,066,000) 
Oi prin alc eet Re ee ee eee ene eer whee eo 284,000 397,000 
1,003,000 30/320, 000 

Income taxes—consolidated statement of earnings ........ $10,121,000 $43,680,000 
ETSCIVEHINCOMEGTOXCalG tamer seen eer a eee ern erecta 23.4% 37.1% 


Incentives include manufacturing and processing credits, inventory allowances and resource and 
depletion allowances, net of royalties. 

Deferred income taxes primarily reflect timing differences between accounting and tax depreciation, 
less the provision for compact bottle write-off as at March 31, 1985. 


12. COMMITMENTS AND CONTINGENT LIABILITIES 


In the normal course of business, the Company and its subsidiaries have commitments which include 
royalties payable under licensing agreements, capital exoenditures, and the purchase of television 
rights and agricultural products. 

Commitments under operating lease obligations relate to sports facilities, warehouses, retail Stores and 
offices. The following table summarizes the minimum rental payments due after March 31, 1985: 


Rothmans Carling O'Keefe Total 

Year ending March 31— 
1986 O aigeen) Coe) $ 4,976,000 $ 6,807,000 
1987 1,758,000 3,934,000 5,692,000 
1988 1,674,000 3,058,000 4,732,000 
1989 1,646,000 2,462,000 4,108,000 
1990 | 1,646,000 2,127,000 331 03,000 
Years subsequent to March 31, 1990 1,798,000 5,920,000 7,118,000 
$10,353,000 $22,477,000 $32,830,000 


There are a number of outstanding claims and legal actions involving the Company and its 


subsidiaries. In the opinion of mangement, the outcome of these matters should have no material effect 


on the Company's financial position. 
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Year Ended March 31 
1985 1984 1983 1982 1981 
Results For The Year ($000) 
Sales— 
Rothmans Pea hai Goh ta notes ots coy" $ 558,343 $ 542,240 $ 512,213 $ 485,406 $461,491 
Carling OKECIS: avn gu ces eee. 914,556 948,466 184,227 644,133 537,348 
1,472,899 1,490,706 1,296,440 1,129,589 998,839 
EXCice eG Sales la).eS ase iG. at 615,866 611,740 529,793 462,364 409,595 
857,033 878,966 766,647 O07) Oe oe) 244 
Earnings— 
Earnings from operations: 
ROU ARS Sty cata cr ay Gale oe pinks « 17,434 19,647 21,026 age) 21,391 
Carling O'Keefe, less minority interest. 6,858 AO) NE 18,060 10,389 8,882 
Earnings before extraordinary items ... 24,292 45,859 39,086 32,610 30,273 
Extraordinary items from Carling 
O'Keefe, less minority interest....... -- — — — B206 
Engin GS Ome, yoalecn ere eens 24,292 45,859 39,086 32,6110 6a, 5386 
Depreciation and depletion .......... Cael. 17,446 23,264 17,032 1.57308 
WMETESt EXDENSE* 6465 een er ee ee ws 4,389 Sroel BS 9,460 8,019 
Dividends paid— 
Bere ING Clamps meter. ates he aes ne certs. 1,760 ee Isic) 1,861 1,894 
(CSTR ANI GIA Syn a aearee tetnoce eae A eee 8,817 eRel ih 8,817 8,541 7,439 
Financial Position ($000) 
WV ONMINCA ON: erect, Aumile dayeek Motion $149'428 SS 174520) 51/0405 $157-624 Fo i8e, 519 
Property, plant and equioment—net.... 394,620 285,887 ZEEE S 207,164 194,655 
Ot ASSS Seneca oa onan ead emencte 818,166 OV S780 616,475 565,535 903,854 
Total interest-bearing debt............ 136,755 Seeo {4,515 99/569 79,069 
ShareNOlOers EQUITY 4 o. ses ee eee Paes tSy\4 259,629 220, ON 197,744.) 175,646 
Per Common Share 
Earnings— 
Before extraordinary items.......... $ 4.09 $ 8.00 $ 6.76 S$ 5.58 eno 
HOM Calne aie e cam tasks acne oe 4.09 8,00 Gare 5.56 Cul 
DIV eNOSIOAIC ga nts ad cree eee anaes « 1.60 1.60 1.60 es) iso 
SaleMOlGels CCUIRY cau hantan on aren 6 44.71 42.29 36.10 30:91 26.82 
Other Information 
Return on average total capital 
SMO CC YO ik mont Ha ere eat oe Tel ee 14.3 hence! 12.9 
Return on shareholders’ equity (%)..... 9.1 18.9 18.4 ihe 18.6 
Capital expenditures ($000) .......... 135,026 82,103 44,340 30,610 SloyAleS) 
MVOC CADMGINANO: iam. aad omen. Beran 1.64 2,00 2.00 1.94 le97 
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Robert W. Allan, C.A., Vice President Leaf and Research Warren A. Brackmann, Vice President Research and Technical Development 
John E. Broen, Vice President Marketing Planning David S. Broome, Vice President Marketing 

Camille A. Denis, Vice President Corporate Affairs | Ronald F. Findlay, C.A., Vice President Finance and Corporate Services 

Joseph J. Heffernan, Vice President Manufacturing John J.Morrissey, Vice President Personnel and Industrial Relations 
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DIRECTORS AND 


COMMITTEES OF THE BOARD OF DIRECTORS 


The Board of Directors generally meets 8 or 9 
times a year to discuss, review and act on 
significant matters affecting the Company, Of 
the ten members Currently serving, Mr. Devlin 
is the Chairman and Mr. Hawkes is the 
President and Chief Executive Officer of 
Rothmans; Mr. Mclinnes is the Chairman, 
President and Chief Executive Officer of the 
Company's majority-owned subsidiary, Carling 
O'Keefe Limited; Sir Robert Crichton-Brown is 
the Chairman and Mr. Brink is the Chief 
Executive of Rothmans International p.I.c. of 
London, England, the parent company of 
Rothmans Canada. On March 31, 1985, 
having reached the age of 65, Mr. Devlin retired 
as an employee of the Company. At the request 
of the Board, ne nas agreed to remain as 
Chairman until the Annual General Meeting in 
1986. Brief biographies of the five outside 
directors, who are all employed outside of the 
Rothmans World Group, are as follows: 


MR. AMYOT of Quebec, Quebec is Counsel to 
the firm of Jolin, Fournier & Associates, 
barristers and solicitors; he has been a director 
of the Company since 1980; Mr. Amyot is a 
director of anumber of other Canadian 
companies, including The Imperial Life 
Assurance Company of Canada, Logistec 
Corporation and Champion Pipe Line Limited. 


MR. BASSETT of Toronto, Ontario is President 
and Chief Executive Officer of Baton 
Broadcasting Inc. and has been a Rothmans 
director since 1983; he has a number of other 
corporate directorships, including Argus 
Corporation Limited, Canadian Imperial Bank 
of Commerce, Eaton's of Canada Limited, 
Norcen Energy Resources Limited and 
Ravelston Corporation Limited. 


MRS. CAMPBELL of Toronto, Ontario is 
President of Dover Industries Limited; she has 
been a board member since 1981 and is also a 
director of The Toronto-Dominion Bank and the 
Women's College Hospital Foundation. 


SENATOR KELLY of Toronto, Ontario is 
President of Kelco Management Ltd., 
Chairman of Health Assistance for Travellers 
Inc., and a director of First City Financial 
Corporation and ContTrans Inc; he joined the 
Company's board of directors in 1984. 


MR. WETTLAUFER of London, Ontario is 
Professor Emeritus at the Schoo! of Business 
Administration, the University of Western 
Ontario; he became a Company director in 
1981; he also serves as a director for 
Hayes-Dana Inc., S.C. Johnson & Son Ltd. 
and the London Life Insurance Company. 


COMMITTEES OF THE BOARD OF DIRECTORS 


Audit— This committee is composed of three outside directors, with the present members being 
Messrs. Wettlaufer (Chairman), Amyot and Kelly; it generally meets four times a year. 


Human Resources and Compensation— This committee is composed of three directors, one of 
whom is an officer of the Company; the members are Messrs. Bassett (Chairman), Amyot and 
Devlin; the committee generally meets two or three times a year. 


Pension Investment—This committee presently has seven members, comprised of three 
directors, one of whom is an officer, and four other officers; members are Mrs. Campbell and 
Messrs. Crighton (Chairman), Amyot, Findlay, Hawkes, Morrissey and Sampson; the committee 


generally meets four times a year. 


QUARTERLY DATA 


Quarter ended 
June 30 Sept. 30 Dec. 31 Mar. 31 Total 
Consolidated Sales ($000) 
1985—Rothmans ......... $146,302 $144,509 $155,308 $112,224 $ 558,343 
Carling O’Keefe..... 263,909 262,741 223,082 164,824 914,556 
$410,211 $407,250 $378,390 $277,048 $1,472,899 
196A POUNT el Sane at een $139,253 $146,812 $145,916 $110,259 $ 542,240 
Carling O'Keefe. ..... 240,866 Clemo Capo 194,107 948, 466 
$380,119 $418,987 $ 387,234 $304,366 $1,490,706 
Consolidated Earnings (Loss) 
Amount ($000) 
1985—Rothmans ......... $ 4,600 Samoeml $ 6,502 $ 1,061 $ 17,434 
Carling O’Keefe*.... 7,005 5,760 (4,064) (1,843) 6,858 
$ 11,605 Salar Osi $ 2,438 $ (782) $ 24,292 
198A==ROthinanomnn iat $ 5,399 ue e.oyi2! $ 5,587 Or Deer $ 19,647 
Carling O'Keefe*..... 7,686 9,823 6,459 2,244 COA e 
a ey Osis $ 16,197 $ 12,046 $ 4,531 $ 45,859 
Per Common Share— 
1985 fete eae cee re Sac OS $ 1.92 OS ae $ (0.22) $ 4.09 
TOCA A cghte ern areas $ 2.29 $ OG $ 240 $ CLS $ 8.00 
Share Market Prices 
First Preferred— 
1985——HiGhipea eee eae $75 $73 $75 $77 
LOW teu ee ae are Tés} 7139/4 72 74 
gl O)S PES SCR ohn ete 72 fe Ks 76 
DOW Eine er an See ti ear 63 681/2 70 113%4 
Second Preferred— 
1985—— ig heen ae ee 14 14 14 1/2 143/4 
LOW pies eee ic 1314 13% 135s 
19342 ICs ere en eae eee 145/s 14 15 vo 
LOW sell, pesos as CRs 123/4 125/s ic 14 
Common— 
1985—— IG eee ere eee 4618 443/4 4039/4 44 
LOW ta ee eee 421). 401/4 3911/2 403/4 
19S4=— Oe we eee ten cae 4913/2 501/2 51 1/2 51 1/2 
OW Aili tect es ae Se 391/2 46 4311/2 47 


The Company's Preferred and Common shares are listed on the Toronto, Montreal and Vancouver stock 


exchanges. 


* after deducting minority interest. 
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